CENTRAL WATER SYSTEM
INDEPENDENT AUDITORS’ REPORTS
FINANCIAL STATEMENTS AND
SCHEDULE OF FINDINGS

DECEMBER 31, 2009 AND 2008



CENTRAL WATER SYSTEM

TABLE OF CONTENTS
Page No.
(@1 o = F= T PP U PP PP 1
Independent Auditors’ Report ... 2-3
Basic Financial Statements:
Exhibit

Statements of Net ASSets ..o A 4-5

Statements of Revenue, Expenses, and Changes in Net Assets ........ B 6

Statements of Cash FIOWS ..., C 7-8

Notes to Financial Statements ..., 9-17
Independent Auditors’ Report on Internal Control over Financial
Reporting and on Compliance and Other Matters Based on an Audit of
Financial Statements Performed in Accordance with Government
Auditing Standards .........ccciiei s 18-19
Schedule of FINAINGS ...vvviviiiiiee e 20-21



NAME
Jake Hinshaw
Gary Vos
Russ Eckard

Michael Miller

CENTRAL WATER SYSTEM
DECEMBER 31, 2009

OFFICIALS

TITLE
Director - Chairman
Director - Secretary/Treasurer
Director

Plant Superintendent



WintaEr, S1AaVvE & Co.,LLP
ﬁmh’/[isa/ Public G’qccountarzfi

1316 West 18th Street 1004 21st Street #4
P.O.Box 175 P.O.Box 187
Spencer, Iowa 51301-0175 Milford, Iowa 51351
Phone 712-262-3117 Phone 712-338-2488
FAX 712-262-3159 FAX 712-338-2510

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Central Water System
Okoboji, IA 51355

We have audited the accompanying statement of net assets of Central Water System as of
December 31, 2009 and 2008 and the related statements of revenue, expenses, and changes
in net assets, and cash flows for the years then ended. These financial statements are the
responsibility of the System’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audits in accordance with U.S. generally accepted auditing standards and
the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards and provisions
require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the basic financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Central Water System at December 31, 2009 and 2008 and the
changes in its financial position and its cash flows for the years then ended in conformity with
U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated

July 19, 2010 on our consideration of Central Water System’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts,
and other matters. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

2

Member Private Companies Practice Section,
American Institute of Certified Public Accountants



The System has not presented management's discussion and analysis which introduces the
basic financial statements by presenting certain financial information as well as management's
analytical insight on that information that the Government Accounting Standards Board has
determined is necessary to supplement, although not required to be a part of, the basic

financial statements.
WLL ) )k 70

July 19, 2010
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CENTRAL WATER SYSTEM
STATEMENTS OF NET ASSETS
DECEMBER 31, 2009 AND 2008

ASSETS

CURRENTS ASSETS:
(071 o TSP
ACCOUNES TECRIVADIE .ot e e

Prepaid EXPENSES ....cuuvviiiiiiee it
TOTAL CURRENT ASSETS ...

NONCURRENT ASSETS:

Capital @SSEtS ..oooviviiiiii

Accumulated depreciation ............cccccceeueeiiiiiimnii
CAPITAL ASSETS - NET

Bond and note issuance costs - net of accumulated amortization

Restricted assets:

Bond sinking fund ...

TOTAL RESTRICTED ASSETS

TOTAL NONCURRENT ASSETS

TOTAL ASSETS

See Accompanying Notes to Financial Statements
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Exhibit A

009 2008
$ 281,552 § 234,258
1,288,908 19,820
15,787 15,455

1,586,247 269,533

6,031,771 3,360,435
(1,639,842) (1,554.,558)

4,391,929 1,805,877

10,736 11,562
7,430 7,614
7,430 7,614

4,410,095 1,825,053

$5.906,342  $2,094,586



Exhibit A
CENTRAL WATER SYSTEM

STATEMENTS OF NET ASSETS - Continued
DECEMBER 31, 2009 AND 2008

LIABILITIES AND NET ASSETS

2009 2008
CURRENT LIABILITIES:
Accounts payable ... $1,389,391 $§ 29,521
ACCIUE INTBIEST oo e 3,447 3,447
Accrued payroll taXes .......cccceveiiiciiiii i 3,876 4,379
Current portion long-term debt ...........ccccoiii 50,000 50,000
TOTAL CURRENT LIABILITIES 1,446,714 87,347
NONCURRENT LIABILITIES:
ANticipation NOLE ......evviiiiiiiiiiii 161,948
Revenue bonds payable ..o 890,000 940,000
Less current portion @above .........ccoeoeiiviiiiiiiiiii e (50,000) (50,000)
Less issuance costs of refunded bonds .........covviiiiiiiiiiin e (21,977) (23,667)
TOTAL NONCURRENT LIABILITIES 818,023 1,028,281
TOTAL LIABILITIES 2,264,737 1,115,628
NET ASSETS:

Invested in capital assets - net of related debt ....................... 3,413,765 727,596

| oY} 1 1 [e1 0=V e RRTT U PPTPPPRRR 7,430 7,614

UNrestricted ...oooivveeee e 310,410 243,748

TOTAL NET ASSETS 3,731,605 978,958

TOTAL LIABILITIES AND NET ASSETS $5,996,342 $2,094,586

See Accompanying Notes to Financial Statements
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Exhibit B
CENTRAL WATER SYSTEM
STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

2009 2008
REVENUE:
Operating iINCOME ......cooiiiiiiieeiiie e $ 367,330 $ 384,336
OPERATING EXPENSES:
Salaries - superintendent .......c.cccccciiiiiiiii 48,570 44,526
Salaries - Other ... 43,417 40,230
(030113 01 o7= | OO OPPPPTRN 29,780 24,157
REPAINS ..ttt 16,354 32,821
UBIIIEIES .t e e e e a e e e e 34,240 35,376
Payroll taxes and benefits ..........ccccoiii 13,038 11,788
EMPIOYee INSUrANCE .....cccvevviiiiiiiiiie it 23,239 22,229
General INSUraNCe ..........cooovvvieiiiiiiiiieieeiieeieeee e 12,883 13,403
Lab SUPPIES .ovevieeeeieeeee e 7,011 8,816
Testing and lab fees ... 6,462 4,897
VENICIE EXPENSES ...ccviiiieiiiiiee e 1,398 1,237
Clothing allowance ...........ccoccveiiiiiiiiiin e 749 625
Legal and professional ..o 5,288 5,005
Office supplies and postage ........ccccccceriiiniiiiniiinee 1,287 1,308
TelEPhONE ..ooeeeiiieee e 1,603 1,320
BOoard EXPENSE .......ocooiiiiiie ettt 1,800 2,000
BONA EXPENSE ...uoieieieieieeeieeeeee e 400 575
Continuing education ............ccccccveiiiiiiii s 486 205
AMOTtIZAtION ...oeveiieie e 826 826
DePreciation .........coeviiiiiiiiie e 85,284 86,342
TOTAL OPERATING EXPENSES 334,115 337,686
OPERATING INCOME .....ooiiiiiiiiieeeeieereee e 33,215 46,650
NON-OPERATING INCOME (EXPENSE):
INtErest INCOME ...cireiiee e e en e 2,932 4,314
Other iINCOME ... seeneeees 21,000 18,018
INtEreSt EXPENSE ..eoeiiiiiiiiee e e (43.051) (42,202)
TOTAL NON-OPERATING INCOME (EXPENSE) - NET (19,119) (19.870)
INCOME BEFORE CAPITAL CONTRIBUTIONS 14,096 26,780
CAPITAL CONTRIBUTIONS ... 2,738,551
CHANGE IN NET ASSETS 2,752,647 26,780
NET ASSETS - BEGINNING OF YEAR ..o 978,958 952,178
NET ASSETS - END OF YEAR $3,731.605 $ 978,958

See Accompanying Notes to Financial Statements
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CENTRAL WATER SYSTEM
STATEMENTS OF CASH FLOWS

Exhibit C

FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from cuStomers ........cccocoveeivieiniiiiiiin e,
Cash paid to SUPPIIEIS ......cccviiiiiiiiieeie e
Cash paid to employees .......ccccevvviiiiiiiiiii

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Anticipation note proceeds ...........ccccevveiimiiiiiiii
BoNd iSSUE COSES ..vuuniiiiiiiiiiiee e e
Principal paid on bonds ........cccccooiiiiiii
Interest paid oN boNdS ..o
Capital asset acquISItIONS .........cccovcviiiiiiii e
Income from antenna rental and miscellaneous .........................
Capital contributions ........c.cccieiiiiiiiiiiiii s

NET CASH USED BY CAPITAL AND RELATED
FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:

INEErESt INCOMIE ..ottt e e e e e e e e aeeeaas

NET CASH PROVIDED BY INVESTING ACTIVITIES

NET CHANGE IN CASH

CASH - BEGINNING .....coiiiiiiiiiiiiiie e

CASH - ENDING

RECONCILIATION OF OPERATING INCOME TO
NET CASH PROVIDED BY OPERATIONS:

Income from operations ..........cocccvveiiriiiiniiii e

Adjustments to reconcile loss from operations to net cash
provided by operating activities:

Depreciation and amortization ..........cccccoeeimniiii s

(Increase) decrease in:

Accounts receivable ..o
Prepaid XPeNnSES .......cccoviiiiiiiiiiiii e

Increase (decrease) in:

Accounts payable ..o
ACCIUEA EXPENSES ..ovvvvvurereerrrrnrrnerrrisiessiseirrrrrarrssrasassarrans

NET CASH PROVIDED BY OPERATING ACTIVITIES

See Accompanying Notes to Financial Statements
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2009 2008
$ 367,356 $ 381,466
(164,089)  (176,070)
(91,987) (84,756)
111,280 120,640
132,032 161,048
(12,388)
(50,000) (50,000)
(41,361) (47,235)
(1,304,230)  (160,898)
21,000 18,018
1,175,457

(67.102) (90,555)
2,932 5,317
2,932 5,317
47,110 35,402
241,872 206,470

$ 288,982 241,872

$ 33215 § 46,650

86,110 87,168
26 (2,870)
(332) (11,100)
(7,236) (348)

(503) 1,140

$ 111280 $ 120,640



CENTRAL WATER SYSTEM
STATEMENTS OF CASH FLOWS - Continued
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

2009
SUPPLEMENTAL SCHEDULE OF NON CASH INVESTING
AND FINANCING ACTIVITIES:
Capital assets acquired through accounts payable .................... $1.367,106
Bond issuance costs incurred through accounts payable ............
Capital contributions through payment of anticipation
NOE DY CItIES ...eveiiiiie e $ 293,980
Capital contributions through accounts receivable ...................... 1,269,114
Total noncash capital contributions $1,563,094

See Accompanying Notes to Financial Statements
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2008

$ 12,148
$ (12.388)



CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2009 AND 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Central Water System was organized by a Joint Public Improvement Agreement between
the City of Arnolds Park and the City of Okoboji dated April 11, 1977. Central Water
System, organized under the Code of lowa, Chapter 28E, was designed to operate a
water system to jointly serve the two municipalities. lowa Lakes Regional Water was later
added as a customer through a water purchase contract with Central Water System dated
January 11, 1989. All facilities and land acquired or constructed in connection with the
System are to be owned by the two municipal parties as tenants in common with
undivided ownership interest, the common facilities to be referred to as “Central Water
System”.

Central Water System is a component unit of the City of Arnolds Park, lowa, as
determined by criteria specified by the Governmental Accounting Standards Board. The
System is operated by the parties through a joint Board of Directors consisting of one
member from each city council, or such other individual as that council shall designate,
and a third member appointed and approved by a majority vote of the city councils of the
municipalities.

The System’s financial statements are prepared in conformity with U.S. generally
accepted accounting principles as prescribed by the Governmental Accounting Standards
Board.

Reporting Entity

For financial reporting purposes, Central Water System has included all funds,
organizations, account groups, agencies, boards, commissions, and authorities. The
System has also considered all potential component units for which it is financially
accountable, and other organizations for which the nature and significance of their
relationship with the System are such that exclusion would cause the System’s financial
statements to be misleading or incomplete. The Governmental Accounting Standards
Board has set forth criteria to be considered in determining financial accountability. These
criteria included appointing a voting majority of an organization’s governing body, and (1)
the ability of the System to impose its will on that organization or (2) the potential for the
organization to provide specific benefits to, or impose specific financial burdens on the
System. Central Water System has no component units which meet the Governmental
Accounting Standards Board criteria.

Basis of Presentation

The accounts of Central Water System are organized as an Enterprise Fund. Enterprise
Funds are used to account for operations (a) financed and operated in a manner similar to
private business enterprises, where the intent of the governing body is that the costs
(expenses, including depreciation) of providing goods or services to the general public on
a continuing basis be financed or recovered primarily through user charges or (b) where
the governing body has decided periodic determination of revenues earned, expenses
incurred, and/or net income is appropriate for capital maintenance, public policy,
management control, accountability, or other purposes.



CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - Continued
YEARS ENDED DECEMBER 31, 2009 AND 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Measurement Focus and Basis of Accounting

The financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses
are recorded when a liability is incurred, regardless of the timing of related cash flows.
Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

The System applies all applicable GASB pronouncements, as well as the following
pronouncements issued on or before November 30, 1989, unless these pronouncements
conflict with or contradict GASB pronouncements: Financial Accounting Standards Board
Statements and Interpretations, Accounting Principles Board Opinions and Accounting
Research Bulletins of the Committee on Accounting Procedure.

The System distinguishes operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with the System’s principal ongoing operations. All
revenues and expenses not meeting this definition are reported as non-operating income
and expenses.

Assets and Liabilities
The following accounting policies are followed in preparing the Statement of Net Assets:

Cash - For the purposes of the statement of cash flows, the System considers as cash all
currency on hand, demand deposits with banks or other financial institutions, certificates

of deposit with an original maturity of three months or less, and other accounts that have

the general characteristics of demand deposits in that the System may deposit additional
funds at any time and also effectively may withdraw funds at any time without prior notice
or penalty.

Accounts Receivable - Accounts receivable and revenue are recorded at the time that
service is provided and billed. Unbilled revenue for service consumed between periodic
scheduled billing dates is not considered to have a material effect on the financial
statements. Accounts are reviewed annually; accounts considered uncollectible are
written off at that time.

Capital Assets - Capital assets are accounted for at historical cost. Depreciation of all
exhaustible capital assets is charged as an expense against operations. The cost of
repair and maintenance is charged to expense, while the cost of renewals or substantial
betterments is capitalized. The cost and accumulated depreciation of assets disposed of
are deleted, with any gain or loss recorded in current operations.

Reportable capital assets are defined by the System as assets with initial, individual costs
in excess of the following thresholds and estimated useful lives in excess of two years.

Asset Class Amount
Plant and distribution system $ 25,000
Equipment and vehicles $ 5,000

10
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CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - Continued
YEARS ENDED DECEMBER 31, 2009 AND 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Capital assets of the System are depreciated using the straight-line method over the

following estimated useful lives:
Estimated Lives

Asset Class (In Years)
Plant and distribution system 10 - 40
Equipment and vehicles 5-15

Interest costs are capitalized when incurred on debt where proceeds were used to finance
the construction of assets. Interest earned on proceeds of tax-exempt borrowing
arrangements restricted to the acquisition of qualifying assets is offset against interest
costs in determining the amount to be capitalized. The System had no capitalized interest
during 2009 and 2008.

Bond and note issuance costs - Bond and note issuance costs are amortized on a
straight-line basis over the repayment term of the respective debt issue and are presented
at net value. Bond issue costs of refunded bonds are deducted from the refunding debt
liability.

Restricted Assets - Funds set aside for payment of revenue bonds and notes are
classified as restricted.

Compensated Absences - Central Water System has established a written policy for sick
leave and vacation accrual which states that no sick leave or vacation pay will accumulate
one year to the next. Therefore, there are no accrued compensated absences at
December 31, 2009 and 2008.

Use of Estimates - The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

Income Taxes - Central Water System is exempt from federal and state income taxes.

Subsequent Events - Management has evaluated subsequent events through the date of
the auditor’s report, which is the date the financial statements were available to be issued.

DEPOSITS AND INVESTMENTS

The System’s deposits in banks at December 31, 2009 were entirely covered by federal
depository insurance or by the State Sinking Fund in accordance with Chapter 12C of the
Code of lowa. This chapter provides for additional assessments against the depositories
to insure there will be no loss of public funds.

11



CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - Continued
YEARS ENDED DECEMBER 31, 2009 AND 2008

2. DEPOSITS AND INVESTMENTS - Continued

The System is authorized by statute to invest public funds in obligations of the United
States government, its agencies and instrumentalities; certificates of deposit or other
evidences of deposit at federally insured depository institutions approved by the Board of
Directors; prime eligible bankers acceptances; certain high-rated commercial paper;
perfected repurchase agreements; certain registered open-end management investment

companies; and certain joint investment trusts.

The System had no investments meeting the disclosure requirements of Government
Accounting Standards Board Statement No. 3, as amended by Statement No. 40.

CAPITAL ASSETS

A summary of capital assets at December 31, 2009 is as follows:

Capital assets not being depreciated:
Construction work in progress ..................

Capital assets being depreciated:
Plant and distribution system ...................
Equipment ...
Total capital assets being depreciated
Less accumulated depreciation for:
Plant and distribution system ...................
Equipment ...
Total accumulated depreciation

Capital assets - net

A summary of capital assets at December 31, 2008 is as follows:

Capital assets not being depreciated:
Construction work in progress ..................

Capital assets being depreciated:
Plant and distribution system ...................
Equipment ...
Total capital assets being depreciated
Less accumulated depreciation for:
Plant and distribution system ...................
Equipment ...
Total accumulated depreciation

Capital assets - net
12

Balance Balance
Beginning End
of Year Additions of Year
$ 204,472 $2,648,236 $2.852.708
3,084,520 23,100 3,107,620
71,443 71,443
3,155,963 23,100 3,179,063
1,494,865 81,346 1,576,211
59,693 3,938 63,631
1,554,558 85,284 1,639.842
$1.805.877 $2,586,052 4,391,92
Balance Balance
Beginning End
of Year Additions of Year
$ 31426 $173.046 $ 204,472
3,084,520 3,084,520
71,443 71,443
3,155,963 3,155,963
1,413,596 81,269 1,494,865
54,620 5,073 59,693
1,468.216 86,342 1,554,558
$1.719,173 $ 86,704 1 77



CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - Continued
YEARS ENDED DECEMBER 31, 2009 AND 2008
4. LONG-TERM DEBT

A summary of changes in long-term liabilities for the year ended December 31, 2009 is as

follows:
Balance Balance Due
Beginning End Within
of Year Increase  Decreases of Year One Year
Revenue bonds:
Anticipation Project
Note ......ccoeeeeee. $ 161,948 $132,032 $293,980
Series 2007 ........ 940,000 50,000 $890,000 50,000

$1.101,948  $132,032 $343,980 $890,000 $ 50,000

A summary of changes in long-term liabilities for the year ended December 31, 2008 is as

follows:
Balance Balance Due
Beginning End Within
of Year Increase  Decreases of Year One Year

Revenue bonds:

Anticipation Project

Note .....coveeeeee. $161,948 $ 161,948

Series 2007 ........ $ 990,000 $ 50,000 940,000  $50.000

$ 990,000 $161,948 §$ 50,000  $1.101.948  $50.000

During 2007, the remaining $1,075,000 balance of Series 1998A bonds were refunded
through the Series 2007 notes issued and other available System funds. Although the
System held the Series 2007 note proceeds and other System funds totaling $1,075,000 at
December 31, 2007 for subsequent retirement of the Series 1998A bonds in January 2008,
the System treated the Series 1998A bonds as retired at December 31, 2007 through a
current refunding transaction.

Series 2007 Notes - $990,000 Water Revenue Refunding Capital Loan Notes, Series 2007
were issued during 2007. These notes bear interest at 4.40% per annum and mature in
varying annual amounts ranging from $50,000 to $90,000, with final maturity due in the year
ending December 31, 2022.

The resolution providing for the issuance of the revenue notes includes the following
provisions:

(a) The notes will only be redeemed from the future earnings for the enterprise activity and
the note holders hold a lien on the future earnings of the system.

(b) Sufficient monthly transfers shall be made to a revenue note sinking fund account for the
purpose of making the note principal and interest payments when due.

(c) User rates shall be established at a level which produces net revenues at a level not less
that 110% of the amount of principal and interest on the notes falling due in the same
year.

13



CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - Continued
YEARS ENDED DECEMBER 31, 2009 AND 2008

4. LONG-TERM DEBT - Continued

A summary of the annual revenue bond principal and interest requirements to maturity at
December 31, 2009 is as follows:

Year Principal Interest Total
2010 $ 50,000 $ 39,160 $ 89,160
2011 55,000 36,960 91,960
2012 60,000 34,540 94,540
2013 60,000 31,900 91,900
2014 60,000 29,260 89,260
2015 - 2019 355,000 103,620 458,620
2020 - 2022 250,000 22,440 272,440
Total $ 890,000 $297.880 1,187

Anticipation Project Note - In February 2008, the System entered into an “Interim Loan

and Disbursement Agreement” (Agreement) with the lowa Finance Authority pursuant to a
resolution adopted by the System authorizing and providing for the issuance and securing
the payment of a $1,749,000 Water Revenue Capital Loan Note Anticipation Project Note,

Series 2008.

The purpose of the note is to finance the costs of acquisition, construction, extending,
improving, repairing and equipping of the water system. The note will not bear interest
and will mature in February 2011. Loan proceeds will be made available to the System in
one or more periodic disbursements subject to System submission of payment requests

evidencing project costs incurred. At December 31, 2009, advances under the agreement
totaled $293,980, all of which was retired during the year from the proceeds of capital loan

notes issued by the Cities of Arnolds Park and Okoboji.

According to the Agreement, sources of repayment includes: (i) proceeds of an authorized

loan agreement corresponding to the anticipated issuance of capital loan notes to be
issued by the Cities of Arnolds Park and Okoboji, (ii) such other funds as may be
appropriated by the System, (iii) state or federal grants, and (iv) income or revenues from
sources to be received and expended for the project during the period of project
construction.

5. PENSION AND RETIREMENT BENEFITS

The System contributes to the lowa Public Employees Retirement System (IPERS) which

is a cost-sharing multiple-employer defined benefit pension plan administered by the State

of lowa. IPERS provides retirement and death benefits which are established by State
statute to plan members and beneficiaries. IPERS issues a publicly available financial
report that includes financial statements and required supplementary information. The
report may be obtained by writing to IPERS, P.O. Box 9117, Des Moines, lowa, 50306-
9117.

14



CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - Continued
YEARS ENDED DECEMBER 31, 2009 AND 2008

5. PENSION AND RETIREMENT BENEFITS - Continued

Plan members are required to contribute 4.10% of their annual salary through June 30,
2009 and 4.30% thereafter and the System is required to contribute 6.35% of annual
covered payroll through June 30, 2009 and 6.65% thereafter. Contribution requirements
are established by State statute. The System’s contributions to IPERS for the years
ended December 31, 2009, 2008, and 2007 were $5,954, $5,076, and $4,662,
respectively, equal to the required contributions for each year.

457 Deferred Compensation Plan

The System offers a deferred compensation plan created in accordance with Internal
Revenue Code Section 457 to System employees. The plan permits the employees to
defer a portion of current salary until future years. The System does not contribute to the
plan. Plan funds are held in trust by a third party investor. The System provides neither
administrative service to the plan nor investment advice for the plan.

6. RISK MANAGEMENT

The System is a member of the lowa Communities Assurance Pool, as allowed by
Chapter 670.7 of the Code of lowa. The lowa Communities Assurance Pool (Pool) is a
local government risk-sharing pool whose 634 members include various governmental
entities throughout the State of lowa. The Pool was formed in August 1986 for the
purpose of managing and funding third-party liability claims against its members. The
Pool provides coverage and protection in the following categories: general liability,
automobile liability, automobile physical damage, public officials liability, police
professional liability, property, inland marine, and boiler/machinery. There have been no
reductions in insurance coverage from prior years.

Each member's annual casualty contributions to the Pool fund current operations and
provide capital. Annual operating contributions are those amounts necessary to fund, on a
cash basis, the Pool's general and administrative expenses, claims, claims expenses, and
reinsurance expenses due and payable in the current year, plus all or any portion of any
deficiency in capital. Capital contributions are made during the first six years of
membership and are maintained to equal 200 percent of the total current members' basis
rates or to comply with the requirements of any applicable regulatory authority having
jurisdiction over the Pool.

The Pool also provides property coverage. Members who elect such coverage make
annual operating contributions which are necessary to fund, on a cash basis, the Pool's
general and administrative expenses and reinsurance premiums, all of which are due and
payable in the current year, plus all or any portion of any deficiency in capital. Any year-
end operating surplus is transferred to capital. Deficiencies in operations are offset by
transfers from capital and, if insufficient, by the subsequent year's member contributions.

The Commission’s property and casualty contributions to the risk pool are recorded as
disbursements from its operating funds at the time of payment to the risk pool. The
Commission’s annual contributions to the Pool for the years ended December 31, 2009
and 2008 were $10,857 and $11,523, respectively.

15



CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - Continued
YEARS ENDED DECEMBER 31, 2009 AND 2008

6. RISK MANAGEMENT - Continued

The Pool uses reinsurance and excess risk-sharing agreements to reduce its exposure to
large losses. The Pool retains general, automobile, police professional, and public
officials' liability risks up to $350,000 per claim. Claims exceeding $350,000 are reinsured
in an amount not to exceed $2,650,000 per claim and $10,000,000 in aggregate per year.
For members requiring specific coverage from $3,000,000 to $10,000,000, such excess
coverage is also reinsured. Property and automobile physical damage risks are retained
by the Pool up to $150,000 each occurrence, each location, with excess coverage
reinsured by the Travelers Insurance Company.

The Pool's intergovernmental contract with its members provides that in the event a
casualty claim or series of claims exceeds the amount of risk-sharing protection provided
by the member's risk-sharing certificate, or in the event that a series of casualty claims
exhausts total members' equity plus any reinsurance and any excess risk-sharing
recoveries, then payment of such claims shall be the obligation of the respective individual
member. As of June 30, 2009, settled claims have not exceeded the risk pool or
reinsurance company coverage since the pool's inception.

Members agree to continue membership in the Pool for a period of not less than one full
year. After such period, a member who has given 60 days' prior written notice may
withdraw from the Pool. Upon withdrawal, payments for all claims and claims expenses
become the sole responsibility of the withdrawing member, regardless of whether a claim
was incurred or reported prior to the member's withdrawal. Members withdrawing within
the first six years of membership may receive a partial refund of their capital contributions.
If a member withdraws after the sixth year, the member is refunded 100% of its capital
contributions; however, the refund is reduced by an amount equal to the annual operating
contribution which the withdrawing member would have made for the one-year period
following withdrawal.

The System also carries commercial insurance purchased from other insurers for
coverage associated with workers’ compensation. The System assumes liability for any
deductibles and claims in excess of coverage limitations. Settled claims resulting from
these risks have not exceeded commercial insurance coverage in any of the past three
fiscal years.

7. MAJOR CUSTOMERS

During the years ended December 31, 2009 and 2008, the System received
approximately 90% of its revenues from two entities as follows:

2009 2008
Amount Percent Amount Percent
City of Arnolds Park ................ $197,079 54% $186,618 49%
City of Okoboji ........coccuvvrennenn. $137,852 37% $152,408 40%
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CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - Continued
YEARS ENDED DECEMBER 31, 2009 AND 2008

8. LITIGATION

The System may become party to routine legal proceedings and litigation arising in the
normal course of governmental operations. These legal proceedings typically are not
expected to have a material adverse impact on the System’s financial condition.

9. COMMITMENTS

At December 31, 2009, the System has entered into a construction contract related to a
system improvement project totaling approximately $2,428,000, of which approximately
$570,000 remains outstanding. The balance on the contract will be paid as the project is

completed.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Central Water System
Okoboji, IA 51355

We have audited the accompanying financial statements of Central Water System as of and for
the year ended December 31, 2009 and have issued our report thereon dated July 19, 2010.
We conducted our audit in accordance with U.S. generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Central Water System'’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing our
opinion on the effectiveness of the System’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the System'’s internal control
over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material
weaknesses and, therefore, there can be no assurance all deficiencies, significant deficiencies,
or material weaknesses have been identified. However, as described in the accompanying
Schedule of Findings, we identified a certain deficiency in internal control over financial
reporting that we consider to be a material weakness.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies in internal control, such that there is a reasonable
possibility a material misstatement of the System’s financial statements will not be prevented or
detected and corrected on a timely basis. We consider the deficiency in internal control
described in Part | of the accompanying Schedule of Findings to be a material weakness.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Central Water System’s financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, non-compliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed
no instances of non-compliance or other matters that are required to be reported under
Government Auditing Standards.

Comments involving statutory and other legal matters about Central Water System’s operations
for the year ended December 31, 2009 are based exclusively on knowledge obtained from
procedures performed during our audit of the financial statements of Central Water System.
Since our audit was based on tests and samples, not all transactions that might have had an
impact on the comments were necessarily audited. The comments involving statutory and
other legal matters are not intended to constitute legal interpretations of those statutes.

The System’s responses to findings identified in our audit are described in the accompanying
Schedule of Findings. While we have expressed our conclusions on the System’s responses,
we did not audit the System’s responses and, accordingly, we express no opinion on them.

This report, a public record by law, is intended solely for the information and use of the officials
and employees of Central Water System and other parties to whom of Central Water System

may report. This report is not intended to be and should not be used by anyone other than
these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by
personnel of Central Water System during the course of our audit. Should you have any
questions concerning any of the above matters, we shall be pleased to discuss them with you at

J%\X/ﬁ%y £

July 19, 2010
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CENTRAL WATER SYSTEM
SCHEDULE OF FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2009

Part I: Findings Related to the Financial Statements

Internal Control Deficiency:

I-A-09

Segregation of Duties - During our review of the internal control structure, existing
procedures were evaluated in order to determine whether incompatible duties, from a
control standpoint, are performed by the same employee. We noted that one
individual is primarily responsible for all recordkeeping and reconciling functions for
the System.

Recommendation - We realize with a limited number of office employees, segregation
of duties is difficult. However, the System should review the operating procedures of
the office to obtain the maximum internal control possible under the circumstances
with continued administrative review by Directors.

Response - We continually review our operating procedures and strive to improve the
internal control and segregation of duties whenever possible. Administrative and
Board review of transactions and financial information is an important part of the
controls in place, and is relied upon to strengthen controls.

Conclusion - Response accepted.

Instances of Noncompliance:

No matters were noted.
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CENTRAL WATER SYSTEM
SCHEDULE OF FINDINGS - Continued
FOR THE YEAR ENDED DECEMBER 31, 2009

Part ll: Other Findings Related to Statutory Reporting

[I-A-09

[1-B-09

[I-C-09

[1-D-09

[I-E-09

Questionable Expenses - We noted no expenses that may not meet the requirements
of public purpose as defined in an Attorney General’s opinion dated April 25, 1979.

Travel Expense - No expenditures of money for travel expenses of spouses of System
officials or employees were noted.

Board Minutes - No transactions were found that we believe should have been
approved in the System’s minutes but were not.

Deposits and Investments - No instances of non-compliance with the deposit and
investment provisions of Chapter 12B and Chapter 12C of the Code of lowa were
noted.

Revenue Bonds - No instances of non-compliance with the revenue bond provisions
were noted.
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